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PRESS RELEASE November 22, 2006

CONNACHER OIL AND GAS PROVIDES OPERATIONAL UPDATE

Calgary, Alberta - Connacher Oil and Gas Limited (CLL — TSX) hereby provides an operational update
with respect to is activilies, with a primary emphasis on its development project at Great Divide Pod
One.

POD ONE DEVELOPMENT

The Great Divide project is steadily and systematically making progress in accordance with the
development plan prepared by the Company. Recently, weather has been most cooperative and
favorable for civil construction. The focus of activity has changed from pile driving to pouring concrete
bases for both lanks and proposed buildings. The tank building crews are onsite ahead of the original
schedule.

With respect to the main facility and well pad facilities, engineering design and the hazardous
operations review (“HAZQP”) are 100 percent compleied, major equipment shop construction is 87
percent completed and minor equipment shop construction is estimated to be 40 percent completed.

The SAGD dnlling rig Tri-City 37 is moving on to the Pad 102 drill site in preparation for the drilling
of the first five of the initial 15 planned SAGD well pairs. Connacher expeclts 1o spud its first well by
the end ol November, 2006. A second rig will be added in early 2007 to enable the drilling program 10
be compleled in a timely manner with both rigs scheduled to work simultaneously on Pad 101.

New piclures showing the activity and progress at Pod One are scheduled for immediate posting on the
company’s websile al www.connacheroil.com.  Click on Operations and then on the link to Great
Divide to view the most recent photographs; older pictures are scheduled for removal.

GREAT DIVIDE CORE HOLE AND SEISMIC PROGRAM

Connacher attempted to secure a heli-portable drilling rig to drill additional core holes on Pod Two at
Greal Divide during the Fall of 2006, Unfortunately, this equipment was not available, primarily due to
the limited number of such rigs and the high level of activity in the mining industry. However,
assuming the recent cold temperatures in Northen Alberta persist and regulatory approvals are
forthcoming in a timely manner, Connacher now anticipales being able to initiate its conventional core
hole program before year end 2006, with an initial emphasis on Pod 2 evaluation. Connacher has
scheduled a total of 70 core holes on its principal Great Divide leases during the winter of 2006-2007.
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Favorable weather conditions have also enabled Connacher to accelerate its preparations for a planned
70 square kilometer 3D seismic program in 2007 over its principal lease blocks in the Great Divide
region. The program is expected to complete 3D seismic coverage of the main lease block surrounding
Pod One. The combination of the 3D seismic and core hole data should significantly enhance
Connacher’s assessment of expansion potential in the area over the next several years. It will also
contribute to the dala base available for mid-year 2007 reserve and resource evaluations. These will be
undertaken once the seismic and core hole dala is secured, processed, interpreted and incorporated into
the company’s models for the region.

Mulching and clearing of the seismic grid has been underway since October 2006 and it is anticipated
seismic data acquisition will commence by early February 2007.

OVERALL ACTIVITY AT GREAT DIVIDE

With Pod One construction and development, planned seismic and planned drilling all proceeding
favorably at this time, a total of 168 people are presently on site for these various aspects of the Great
Divide project. At its peak in the late Winter-early Spring 2007, this staff and contractor personnel
complement is expected to expand to approximately 375 people who will be engaged in facility
construction, seismic acquisition and drilling. Connacher envisages a full-time staff of approximately
40 employees once the plant is commissioned and operations are underway at Pod One.

OTHER ACTIVITY

In Montana, the company’s refinery is operating at just under 10,000 bbl/d of throughput with continued
attractive margins. Construction of a new 150,000 barrel asphalt storage tank is proceeding on time and
on budget. Welding of the second ring is presently underway and completion is targeted for the first
quarter of 2007. This will provide the refinery with increased operational flexibility and better capacity
utilization during the winier months when asphalt demand is reduced.

A NaHS (Sodium Hydrosulphide) project designed io improve air qualily by reducing emissions is also
underway and is also scheduled for a first quarter 2007 startup. The byproduct of the related process is
sold and enhances the refinery’s overall profitability.

Once posted, several pictures of this construction activity will also available for viewing on the websile
al www connacheroil.com ; click on Operations and then the Montana Refinery link.

During the summer months of 2006, Connacher’s conventional drilling activity was concentrated on oil
plays al Three Hills, Alberta and at Baltrum, Saskatchewan. Completions and tie-ins are starting to
impact on the Company’s oil production at this time. Most of the Company’s conventional natural gas
assets are in winter-only drilling areas, including Marten Creek, which is situated west of the oil sands
region in north-central Alberta.
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The company expects 1o mobilize drilling rigs in December 2006 for an anticipated 15-well program at
Marien Creek and also has scheduled drifling in other gas-prone regions of northern Alberta during the
winter of 2007. The increased availability of drilling rigs, a recent recovery in natural gas prices and
seasonal access issues are all encouraging this agpressive pursuit of additional natural gas reserves and
productivity, against the backdrop of the anticipated expansion ol Connacher’s natural gas requirements
for its activity in the oil sands in the next several years.

Forward-Looking Statements: This press release contains certain forward-looking statements within the meaning of applicable securitics
lw.  Forward-looking statements are frequently churacterized by words such as “plan”, “expect”, “project”, “intend”, “believe™,
“anticipate ", "estimate. “scheduled” and other simifar words, or statemenis that certain events or conditions “may” or “will” occur.
Forward-looking staiements are based on the opinions and estimates of management at the dote the statements are made,-and are subject
to a variety of risks and wncertainties and other fuctors that could cause actual events or results to differ materially from those projected
in the forward-looking statements. These factors include the inherent risks involved in the exploration aid development of ail sands and
conventional oil and nwtural gas properties, the uncertainties involved in interpreting drilling resuits and other geological dala,
Jluctuating oil and natural gas prices, the passibility of project cost overruns or unanticipated costs and expenses, wicertainties relaiing to
the availability and costs of financing needed in the future, unpredictability of weather conditions and other factors including unforeseen
delays.  As an oil sands emterprise in the development stage, Connacher faces risks, including those associated with exploration,
development, approvals and the ability to access sufficient capital from external sources. Anticipated exploration and development plans
relating to Connacher's propertics in 2007 are subject to change depending on the results of current activities, rig availability, weather
conditions, availability of required personnel as well as other considerations. For a detailed description of the risks and uncertainties
Sacing Conmacher and its business and affairs, readers should refer to Comacher's Awnual Information Form for the year cnded
December 31, 2005. Connacher undertakes no obligation to update forward-looking statemients if circumstances or munagement's
estimates or opinions should change, unless required by law. The reader is cautioned not lo place undue refiance on forward-looking
Staterments.

For further information, contact:

Richard A Gusella

President and Chief Executive Officer

Connacher Oil and Gas Limiied

Phone: (403)538-6201  Fax: (403) 538-6225
inquirics@eonnacheroil.com  Website: www connachereil.com

Suite 2600, Watcrmark Tower
530 - 8" Avenue 5. W.
Calgary, Alberta T2P 358
Telephone: (403) 538-6201 Facsimile: (403) 538-6223
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November 9, 2006

Securities and Exchange Commission
100 F Street, N.E.
Washington, D.C. 20549

Dear Sir or Madam:

Re: Connacher Oil and Gas Limited (the “Company”)
File No. 82-34954
Exemption Pursuant to Rule 12g-3-2(b)

We are Canadian counsel to the Company. Pursuant to Rule 12g-3-2(b) under the Securities
Exchange Act of 1934, as amended, enclosed please find copy of the Company’s Press Release
dated November 9, 2006 as posted on SEDAR. As required pursuant to Rule 12g-3-2(b), the
exemption number appears in the upper right-hand corner of each unbound page and on the first
page of each bound document.

Please indicate your receipt of the enclosed by stamping the enclosed copy of this letter and
returning it to the send in the enclosed self-addressed, stamped envelope.

Very truly yours,

MACLEOD DIXON LLP

/ c: Mr. Richard Gusella (Via E-Mail)
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PRESS RELEASE NOVEMBER 9, 2006

CONNACHER OIL AND GAS REPORTS STRONG FINANCIAL RESULTS
FOR Q3 AS GREAT DIVIDE OIL SANDS PROJECT MOVES CLOSER
TO PRODUCTION

Calgary, Alberta — Connacher Oil and Gas Limited (CLL — TSX) continued 1o strengthen its overall
operating and financial results and {inancial condition in the third quarter of 2006. This was achieved
through growth in conventional production, strong refinery operations and timely equity and debt
financing.. Mcanwhile, Connacher is executing its oil sands development plans with significant
progress on its great divide project. Field site preparation and construction, shop construction of major
equipment and mechanical and civil design work are all advancing favorably. The first 15 steam-
assisted gravity drainage (“SAGD™) well pairs are to be drilled in late 2006 and carly 2007.

For the third quarter of 2006, Connacher’s Montana refinery showed expanded throughput, improved
margins and higher utilization rates. In the meantime, conventional production in Alberta and
Saskatchewan was a steady 3,256 boefd. The company reported record cash flow from operations of
$15 million for the third quarter compared with $9.5 million for the second quarter of 2006, and $2
million for the third quarter of 2005, Eamings also reached record levels at $6.8 million. These strong
financial results are anticipated to continue and be expanded considerably in upcoming years when
production from pod one is initiated and additional pod development and related production is
introduced in a sequential manner during the balance of the decade.

Highlights for Third Quarter 2006

s Q3 2006 revenuc up 3,227 percent to $103 millien compared to Q3 2005 levels; ninc months 2006
revenue up 2,421 percent lo $167 million

¢ Q3 2006 cash {low of $15 million ($0.08 per share), an increase of 656 percent over 2005, nine
months 2006 cash flow at $26.2 million ($0.15 per share), up 739 percent over $3.1 million last
year

« Q3 2006 carmings of $6.8 million ($0.03 per share) compared to a loss in 2005; nine months 2006
carnings of $3.7 million, up 799 percent

« Q3 2006 conventional production up 265 percent to 3,256 boe/d, compared to 891 boe/d in 2005,
nine months 2006 production at
2,626 hoc/d, up 194 percent

«  Montana refinery perlonms well with higher throughput, better margins

< GLJ reserve and resource estimates for Great Divide oil sands properties expanded signilicantly

s $30 million of new Mow through equily and US$195 million of new debt facilities placed to
provide capital for Great Divide and for
refining operations

*  Great Divide [ield construction welt undernway

82-34954
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Financial & Operating Highlights

Three months ended September 30 Nine months ended September 30

2006 2005 % Change 2006 2005

% Change

FINANCIAL (%000°s except per share amounts)

Tolal revenue 163,108 3,222 3,100 167984 6818 2,364
Cash Mow from operations before 14,957 1,978 656 26,184 3,120 739
working capital changes

Per share, basic < 0.08 0.02 300 0.15 0.03 400
Per share, diluted 0.08 0.02 300 0.14 0.03 367
Net carnings (loss) for the period 6,771 (1,034) 735 3,686 410 799
Per share, basic 0.03 (0.01) 400 0.02 - -
Per share, diluted 0.03 (0.01) 400 0.02 - -
Capital expenditures and acquisilions 41,449 2,870 1,344 376,564 14,567 2,485
Cash on hand 14,450 67,708 a9
Working capital (deficit) @ (39,942} 67,440 (159)
Sharchelders’ equity 378,730 113,208 235
Total asscts 527,028 118,788 344
OPERATING

Conventional daily sales volumes

Crude oil - bbl/d 1,084 808 34 926 713 30
Natural gas - mef/d 13,028 497 2,521 10,198 1,077 47
Barrels of oil equivalent - boe/d ™ 3,256 891 265 2,626 803 194
Conventional selling prices

01l - $/bbl 62.53 53.40 17 56.83 42.62 33
Natural gas - $/mef 5.33 1.88 184 5.58 1.21 361
Barrels of oil equivalent - $/boe 4216 4948 (15 4170 3550 17
Refining

Sales revenue 93,752 - 144,719 - -
Margins 13,510 - 17,373 - -
Margins (%) 14.4 - 12.0 - -
Common shares outstanding {(000°s)

Weighted average

Basic 193,587 103.851 8¢ 179948 96018 87
Diluted 200,572 106397 89 187135 101073 85
End of period

1ssued 197878 134236 47
Fully diluted 213491 142873 49
(1) Cash llow from operations before working capital changes (“cash flow™) and cash flow per sharc do not have standardized

meanings prescribed by Canadian generally accepled accounting prineiples (“GAAP™) and therefore may not be
comparablc to similar measurcs used by other companies. Cash flew includes all cash flow from operaling activitics and is
caleulated before changes in non-cash working capital. The most comparable measure calculated in accordance with
GAAP would be net camings. Cash [low is reconciled with net carnings on the Conselidated Statement of Cash Flows and
in the accompanying Management's Discussion & Analysis. Management uscs these non-GAAP measurements for its own
performance measures and 1o provide its sharcholders and investors with a measurement of the company’s ¢fficiency and
its ability t6 fund a portion of its fulure growth expenditures.

A short 1erm working capital deficiency exists al Scplember 30, 2006 as part of the consideration paid for the relinery
acquisition which was linanced with short-lerm borrowings. This short term debt was repaid in October 2006.

All references to barrels of oil equivalent (boc) are calculated on the basis of 6 mef:1 bbl. Bocs may be misleading,
particularly if used in isolation. This conversion is based on an encrgy equivalency conversion method primarily applicable
at the burner 1ip and does not represent a value equivalency at the wellhead,

Results from the date of purchase of the refinery on March 31, 2006 to September 30, 2006. In the month of April 2006 the
refinery was shut down for approximately 20 days [or scheduled turnaround maintenanee.

Letter to Sharcholders

Connacher continued to demonstrate improved (inancial and operating results during the third quarter
of 2006, By coensistently pursuing its objectives with a well-defined inlegration strategy, the
Company’s financial condition was strengthened, internally generated cash flow from operations
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belore working capital changes grew significantly and considerable earnings were achieved. In
particular, the Montana refinery was a significant performer during the reporting period as throughput
was expanded, margins were improved and utilization rates were exceptional. Readers should note
that cash flow [rom operations before working capilal changes (“eash flow” or “cash {low (rom
operations™) and cash flow per share do not have standardized meanings prescribed by Canadian
generally accepted accounting principles (*GAAP”).  Sce Management’s Discussion and Analysis
herein.

Considerable effort during the third quarter 2006 was focused on the continued strengthening of the
company’s overall financial condition and capacity to fund its development program at Pod One of the
Great Divide oil sands project. During the summer, $30 million of flow through equily was sold by
way of a bought deal financing to sceure funds for the company’s ongoing core hole and 3D seismic
evaluation program anticipated for the company’s key Great Divide oil sands leases in the winter of
2007. A total of 70 core holes and extensive 3D coverage is scheduled for the upcoming winter
drilling season.

Also, subsequent to the reporting period, Connacher completed the private placement of a USEI80
million Term Loan B Facility (“Term Loan™) and a US$15 million Working Capital Facility ("WC
Facility™} to institutional investors primarily in the United States. The Term Loun has a seven year
term, nominal scheduled principal repayments and bears interest al either LIBOR plus 3.25 percent or
at a Basc Rate plus 2.25 percent. Under certain circumstances, limited additional periodic repayments
may be required commencing in 2008. A portion of the Term Loan proceeds were used to discharge
short-tenn indebtedness incurred to acquire the refining assets in Montana, to fund a one year debt
service reserve during the construction phase at Pod One of Great Divide and to pay expenses
associated with the financing. The balance of approximatety US$111 million was added to working
capital to be available for the construction project at Pod One.

To reduce risk, an interest rate swap establishing a rate of 8.52 percent on US$90 million of the Term
Loan over its tenn was also completed.

The WC Facility is fully revolving, has a five year term and bears interest at either LIBOR plus three
per cent or at a Base Rate plus two per cent. It was secured to provide ongoing working capital for the
Montana refinery operations.

Connacher’s Great Divide assets and the Montana refining assets provided sccurity for the two
facilities, which are non-recourse to Connacher. As the transaction closed after the reporting period
cutoft, Connacher’s ninc-inonth balance sheet shows a working capital deficit due to the impact of the
bridge loan incurred to acquire the Montana refining assets. This has since been redressed, leaving
Connacher with a well-structured balance sheet, strong working capital position and growing cash flow
from operations to fund other growth investment opportunilics. As well, the company continues to
hold an extremely valuable unencumbered cquity pesition approaching $300 million in Petrolifcra
Petroleum Limited and Connacher has unutilized credit facilities deriving from the loan value of its
conventionul assets.

Of particular additional importance during the reporting period was the completion by GLJ Petrelewn
Consultants (“GLJ7) of an updated report on the reserves and resources at the company’s Great Divide
oil sands project, situated approximately 80 kilometers (50 miles) southwest of I'ort MeMurray in
northeastern Alberta. Connacher owns a 100 percent working interest in most of its 80,000 acre lease
holding in the region, mcluding Pod One which is presently under development.  Clearly the
company’s oil sands properties are of considerable consequence 1o the value of Connacher and remain
its most significant assct.

The following is a summary of the bitumen reserves and the value of future net revenucs associaled
with Cornacher’s interests in (he Great Divide region, as evaluated by GLJ as of Scptember 1, 20006.
The GL.J Report was prepared using assumptions and methodology guidelines outlined in the COGIE
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Handbook and in accordance with National Instrument 51-101. The pricing used in the forecast and
constant price evaluations is set forth in the notes to the tables.

Reserves were only assigned to Pod One, in the 2P and 3P categorics, although no proved reserves
were assigned pending start-up of production. The study assumed 59 SAGD well pairs for the 2P case
and 80 well pairs for the 3P case, with cumulative Stcam Oil Ratios ("S0Rs™) of 2.6 in both cases, but
deelining 10 2.4 during peak production periods. The cutofls used by GLI for probable reserves were
13 meters of net pay for 2P reserves and 10 meters of net pay for 3P reserves.

| The evaluations based on constant prices and costs utilize a net bitumen price denved from pricing
data posted as of June 30, 2006. Although June 30, 2006 prices are utilized, production of bitumen is
not anticipated to commence until mid-2007.  Aceordingly, if product prices [rom which the net
bitumen price is derived decline, then the present value of fulure net revenue associated with reserves
and the associated reserves volumes will be less than those cestimated in the GLJ Report and such
reductions may be significant.  All evaluations of future revenue are after the deduction of royaltics, all
capital/development costs, production costs and well abandonment costs bul before consideration of
indirect costs such as administrative, overhcad and other miscellancous expenses. The estimated
1 future net revenues contained in the following tables do not necessarily represent the fair market value
| of Connacher’s reserves. There is no assurance that the forecast and conslant price and cost
| assumptions contained in the GLJ Report will be attained and variances could be material.  Other
i assumptions and qualifications relating to costs and other matters arc included in the GLJ Report. The
| recovery and reserve cstimates of Connacher’s properties described herein are estimates only. The
actual reserves on Connacher’s oil sands properties may be preater or less than those calculated.

RESERVES AND NET PRESENT VALUE OF FUTURE NET REVENUE
BASED ON FORECAST PRICES AND COSTS*

Bitumen Before Deducting Income Taxes Discounted At After Deducting Income Taxes™ Discounted At

Gross‘t  Net!! 0% 5% 10% 15% 20%4 0% 5% 10% 15% 20%
(mbbl)  (mbbl) (MMS$) (MMS$) (MMS) (MM$) (MMS) (MMS) (MM} (MM$) (ME)  (MMS)

Proved Plus Probablc
Undeveloped 243 79,632 71,059 1.040 502 261 138 69 720 342 171 83 33

Proved Plus Probable
1"us Possible

Undeveloped HPHE! 111,629 98539 1,680 688 331 174 93 1,154 467 718 108 50

RESERVES AND NET PRESENT VALUE OF FUTURE NET REVENUE
BASED ON CONSTANT PRICES AND COSTS ™

Bitumen Before Dedueting Income Taxes Discounted At After Deducting Income Taxes'™ Discounted At

Gross™  Net'! 0% 5% 10% 15% 20% 0% 5% - 10% 15% 20%
(mbBl)  (mbbl)  (MMS$) (MMS)  (MMS$) (MMS) (MMS) (MMS}  (MMS) (MMS) (MMS) (MMS)

Proved Plus Probable 79632 66357 1,809 973 581 174 253 1,243 665 394 250 165
Undeveloped ™M

Proved Plus Probable
Pius Possible 111805 92.523 2,601 1211 674 423 286 1,780 823 452 278 182
Undeveloped BRI

Noles:

(1} “Gross Reserves” are the Corporation’s working interest {operating or non-operating) share before deducting royalties and
without including any royalty interests of the Comporation.  “Net Reserves™ are he Corporation’s werking interest
(operating or non-operating) share afler deduction of royally obligations. plus the Carporation’s royalty inlerests in

reserves.
(2)  “Proved” reserves are those reserves that can be estimated with a high degree of cerainty to be recoverable. 1t is 90%
likely that the actual remaining quantities recovered will exceed the estimated proved reserves.
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(3) “Probable” reserves are those additional reserves that are less certain 1o be recovered than proved reserves. 1t is equally
likely (hat the actual remaining quantities recovered will be greater or less than the sum of the estimated proved plus
probable reserves.

(4) “Possible” reserves are those additional reserves that are less cerfain to be recovered than prubable reserves, It is unlikely
that the actual remaining quantitics recovered will exceed the sum ef the estimated proved plus probable plus possible
esSCrves.

(5) “‘Undeveloped” reserves are those reserves expecled to be recovered from known accumulations where a significant
expenditure (for example, when compared to the cost of drilling a well) is required to render them capable of production,
They must fully meet the requitements of the reserves classification (proved, probable, possible) to which they are
assigned.

(6) The pricing assumptions used in the GLJ Report with respect to values of future net revenue (forecast) as well as the
inflation rates usced for operating and capital costs are set forth below. GLJ ts an independent qualified reserves evaluator
appoinied pursuant to NI 51-101.

Heavy Oil Natural Gas Inflation Rate Exchange Rate
Proxy (12 APD) at

Hardisity Alberia Spot Gas

($Cdn/hbl) ($/mcl) %/fycar US$/$Cdn
Forecast
2007 42.50 6.50 2.0 0.890
2008 40.00 825 2.0 0.890
2009 37.25 8.10 2.0 0.890
2010 36.00 7.75 2.0 0.890
2011 37.25 7.35 20 0.890
2012 38.25 7.15 2.0 0.890
2013 39.25 7.30 2.0 0.890
2014 38.75 7.45 20 0.890
2015 40.75 7.65 2.0 0.890
2016 41.50 7.80 20 0.8%0
Thereafter +2%/yr +2%/yr 20 0.890

(7) The product prices used in the constant price and cost cvaluations in the GLJ Report were as follows: West Texas
Intermediate crude oil at Cushing, Oklahoma: $73.93 USSD/bbl; Alberla Spot gas at ARCO-C: $5.14/mmbtu; and light
crude oi at Edmonton: $85.28/bbl and a bitumen wellhcad price of §44.34/bbl.

(8) Estimations of future income tax expenses included in the GLJ Report rclate solely 1o estimated unclaimed costs and lax
losses, tax eredits and allowances in respect of the Great Divide project.

0Oil and Gas Resources

Only Pod One has sufficient well and seismic control to warrant the assignment of reserves. The other
five pods have insufficient drilling density, seismic mapping orf project definition to be categorized as
reserves at this time. Additional drilling and seismic activity could result in upgrading these to reserve
status over time. In the interim, a range of contingent resources was assignhed to reflect uncertaintics.
The GLJ Repert provided caleulations of Contingent Resources comprised of “Low Lstimate
Resources (> 15 meler Pay) - higher certainly” together with “Best [Estimate Resources (> 13 meter
Pay) - likely certainty” and “Iligh stimate Resources (> 10 meter Pay) - lower certainty”.  Low
Estimate recoverable resources are comprised of mapped original oil-in-place assigned to Pod One (>
15 meter Pay) with a lower recovery factor than are applied to the estimate of 2P reserves. Besl
Estimate Resources are comprised of 2P remaining recoverable reserves together with an estimale of
recoverable resources atiributable to {ive other pods on Connacher’s lands.  High Estimate Resources
(lowcr certainty) include 3P recoverable reserves at Pod One together with recoverable resources at the
other five pods on Comnacher’s acreage, but with a Jarger arcal extent and a higher recovery factor than
altributable under the Best Estimate Category. In addition to Contingent resources described above,
volumes were also estimated for prospective or undiscovered resources  No prospeclive resources
were assigned 1o the low estimate calegory.

Calculations of the present value of the future nel revenue from remaining recoverable contingent and
prospeetive resources were included in the GLJI Report. The determination of production forecasts and



cconomic potential followed a similar methodology 1o that of the reserves evaluation cases.  Indicative
future net revenues for these resource cutegories were prepared using scoping estimates as detailed
design estimates have not been prepared,

GLJ forecasts the Low Estimatle Reserves and Contingent Resources case production starl-up o oceur
in mid-2007 with a peak rate of 10,400 barrels of oil per day achicved by 2014; the Best Estinale
Reserve and Contingent Resources case forecasts production start-up 1o occur in mid-2007 and a peak
rate of 20,200 barrels of oil per day is achieved by 2017; and the High Estimate Reserve and
Contingent Resources case forecasts production start-up lo occur in mid-2007 with a peak rate of
25,400 barrels of oil per day achieved by 2017, Utilizing GLJ’s forecast for the Reserves, Conltingent
and Prospective Resources results in a Besl Estimate Reserves and Total Resources case of production
start-up in mid-2007 with a pezk rate of 29,900 barrels of oil per day achieved by 2017 while the High
Estimate Reserves and Total Resources production slarts up in mid-2007 with a peak rate of 40,200
barrels of oil per day achieved by 2012.

SUMMARY OF RESERVES AND RESOURCES VALUES
BASED ON FORECAST PRICES AND COSTS™

82.34954

Low Best High Low Besl High
Estimate Estimate Estimate Estimate Estimate Estimate
Rescrves Reserves Reserves Reserves Reserves Reserves
Plus Plus Plus + + +
Contingent Contingent Contingent Tatal Total Total
Resources Resources Resources Resources Resources Reseurces
ORIGINAL OIL-IN-PLACE (mbbl) 167 396 483 167 545 855
DEVELOPED ORIGINAL OIL-IN-PLACE (mbbl) 150 356 - 459 150 491 819
MARKETABLE RESERVES
Bitumen (mbbi}
Gross Reservest! 62,949 185,260 261,567 62,949 254,427 459,162
Net Reservest) 57,077 166,189 233,227 57,077 228,573 406,225
BEFORE TAX PRESENT VALUE (MMS$)
0% 708 2,530 3,728 708 3,305 6,999
5% 369 oG8 1,428 369 1,349 2,322
10% 194 427 604 194 576 1,049
15% 96 177 256 96 229 459
20% ki) 52 87 37 56 183
AFTER TAX PRESENT VALUE (MMS)
0% 495 1,729 2,539 495 2,251 4,750
5% 251 662 945 251 885 1,666
10% 124 263 374 124 345 0655
15% 52 87 132 52 103 249
20% 8 -1 14 8 -17 59
SUMMARY OF RESERVES AND RESOURCES VALUES
BASED ON CONSTANT PRICES AND COSTS"
Low Best ifigh Low Best iligh
listimale Estimatc Lstimate Estimate Estimalc Estimate
Reserves Reserves Reserves Reserves Rescrves Reserves
Plus Plus Plus + + +
Contingent Contingent Contingenl Total Total Total
Resources Resources Resources Resources  Resources Resaurces
MARKETABLE RESERVES
Ritumen (mbbl)
Gross Reservest! 63.140 185,481 286,943 63,140 254,770 459,337
Net Reserves 53,167 155.163 239435 53.168 213,269 380,579
BEFORE TAN PRESENT VALUE (MMSE)
0% 1,375 4,126 6,400 1.374 5,608 10,520



5% 804 1,900 2876 804
10% 501 1,009 1,485 500
15% 326 588 843 326
20% 218 362 507 218
AFTER TAX PRESENT VALUE (MMS)
0% 948 2814 4,358 948
5% 551 1,282 1,932 551
10% 339 669 976 339
15% 216 379 536 216
20% 140 223 305 139

Connacher’s current focus is primarily on the construction program at Pod Onc in Great Divide.
Significant progress has already been made, reflecting the effectiveness of the company®s modular
approach and clficient pre-planning for the construction phase. As at October 30, 2006 the company’s
engineering and procurcment consultants have confirmed that major equipment shop construction is
over 87 percent completed, mechanical and civil design work was over 85 pereent completed and other
components of the project were well-advanced.  Field operations including civil preparation of the
plant site are estimated to be 25 percent complete, including installation of piles for storage tanks to be
field construcied in carly 2007 is on schedule. Drilling plans are also advancing to cnable the first 15
sleam-assisted gravity drainage (“SAGD™) well pairs to be drilled later this year and in carly 2007,

Connacher is also actively recruiting new full-time employees for its anticipated Great Divide
production operations and has successfully commenced its hiring program. We welcome all new
employees associated with the Great Divide Pod One project and also welcome our developing and
productive relationship with all our consultants and service and supply companies who will assist
Connacher in completing the project in the most timely and cost-effective manner possible. Connacher
is proud of the prospect of being in the position of having reduced the timeline for projected startup at
Great Divide from first purchase of its acreage in 2004 to less than four years, which it believes is a
record pace of execulion.

Outlook

The outlook for Connacher is buoyant, even against the background of weakened commodity prices for
both erude oil and natural gas, The company is well-financed and has been able to maintain its 100
pereent ownership of its Great Divide SAGD oil sands project withoul undue dilution of its equity,
while securing medium-term limited recourse debt financing to fund a significant portion of its
prospeclive capital outlays. Connacher believes this to be far preferable to short-term bank finanecing
with its vagaries or to diluting its interest in the project through farmout or joint venture. The company
has retained control of its own destiny lo the long term benefit of its common sharcholders.

In 2007 focus will continue to be on Great Divide although other important work will be carried out on
the company’s conventional acreage and at its Montana refinery. A capital budget approaching $250
million is envisaged for next year, with approximately 80 pereent dirceted to both Ped One
development and startup and to anticipating continued evaluation of additional pods and undeveloped
acreage in the Great Divide region. [t is hoped a formal applications for the next pod at Great Divide
will be submitted early in 2007. Conventional activity will focus on drilling for natural gas at Marten
Creek and other selected regions in northern Alberta, oit devetopment drilling at Three 1hlls, Alberta
and ongoing projects at Battrum, Saskatchewan, 1t is also anticipated over $16 million will be invesied
in the Menlana refining operation during 2007.

Management’s Discussion and Analysis (“MD&A")

The following is dated as of November 8, 2006 and should be read in conjunction with the unaudited
consolidated Mnancial statements of Connacher Oil and Gas Limited (“Connacher” or the “company™)
for the three and nine wonths ended September 30, 2006 and 2005 as contained in this interim report
and the MD&A and audited financial statements for the years ended December 31, 2005 and 2004 as
contained in the company’s 2005 annual reporl. The unaudiled consolidated financial stutements for
the three und nine months ended September 30, 2006 have been prepared in accordance with Canadian
generally aceepled accounting prineiples (“GAAP™) und are presented in Canadian dollars.,
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This MD&A provides management’s view ol the financial condition of the company and the results of
its operations for the reporting periods. Information contained in this report contains forward-looking
information based on current expectations, cstimates and projections of future production, cupilal
expenditures and avatlable sources of financing. 1t should be noted that forward-looking information
mvolves a number of risks and uncertainties and actual resulls may vary materially from those
anticipated by the company. There can be no assurance that the plans, intentions or expectations upon
which these forward-looking statements are based will occur. Fonward-looking statements are subject
1o risks, uncertaintics and assumplions, including those discussed in the company’s Annual
Information Form for the year ended Deceinber 31, 2005, which include, without Iinmnitation, changes in
markel conditions, law or governing policy, operating conditions and costs, operating performance,
demand for crude oil and natural gas, price and exchange rate f{luctuation, currency controls,
commercial negoliations, regulatory processes and approvals and lechnical and economic {aclors.
Although Connacher believes that the expeclations represented in such forward-looking statements arc
reasonable, there can be no assurance that such expectations will prove to be correct.

The forward-looking stalements contained herein are expressly qualified in their entirety by this
cautionary statement. The forward-looking slatements included in this MD&A are made as of the date
of the MD&A and Connacher undertakes no obligation to publicly update such forward-looking
statements to reflect new information, subsequent events or otherwise unless so required by applicable
securilies laws, Throughout the MD&A, per barrel of oil equivalent (boe) amounts have been
caleulaled using a conversion rate of six thousand cubic feet of natural gas to one barrel of crude oil
{6:1). The conversion is based on an energy equivalency conversion method primarily applicable to the
burner lip and does not represent a value equivalency at the wellhead. Boes may be misleading,
particularly if used in isolation.

FINANCIAL AND OPERATING REVIEW
CONVENTIONAL PRODUCTION, PRICING AND REVENUE
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Three months ended September 30 Nine months ended Seplember 30

2006 2005 %o Change 2006 2005 % Change
Counventionat daily production / sales volumes
Crude oil — bbl/d 1,084 808 34 926 713 30
Natural gas -mef/d 13,028 497 2,521 10,198 1,077 847
Combined - boe/d 3,256 891 265 2,626 893 194
Product pricing ($)
Crude oil — per bbl 62.53 53.40 17 56.83 42.62 13
Natural gas — per mef 533 1.88 184 5.58 1.21 363
Combined — per boe 42.16 4948 (15) 41.70 35.50 17
Conventionat oil and gas revenues (3000°s) 12,3258 4,055 204 29,892 8,655 245

Conventional oil and gas revenues in the third quarter of 2006 were three times higher than in the third
quarler ol 2005.

The acquisition of Luke Energy Ltd. on March 16, 2006 was the most significant factor in this
increase, as natural gas sales volumes increased more than 26 times from last year on a third quarter
comparison. Natural gas selling prices arc also up alimost three times [rom 2005, when Argentinean gas
pricing adversely affected corporate natural gas prices.

Increased erude oil production and sales volumes from new wells drilled in southwest Saskatchewan
(net of the impucl of ceasing to consolidate Petrolifera’s results) and increased world oil pricing also
contribuled to the increase in conventional oif and natural gas revenues in the current quarler.

Natural gas and crude ol sales are now more evenly balanced, contributing 52 percent and 48 percent,
respectively, of total year to date 2006 conventional revenucs.
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ROYALTIES ON CONVENTIONAL PETROLEUM AND NATURAL GAS SALES

For the three months ended September 30 2006 ) 2005
Total Per boe Total Per boe
Royalties ($000°s) . $3,134 $10.72 $961 $i1.73
Percentage of petroleum and natural gas revenue 25.4% 24%
For the nine months ended Seplember 30 2006 2003
Total Per boe Total Per boc
Royaltics (3000°s) $7,318 $10.21 $2,018 $8.28
Percentage of petroleun and natural gas revenue 24.6% 23%

Royalties represent charges against production or revenue by governments and landowners.

From year o year, royaltics can change based on changes to the weighting in the produet mix which is
subject to different royalty rates, and rates usually escalate with increased product prices.

OPERATING EXPENSES AND NETBACKS - CONVENTIONAL

Company Netbacks ¥

For the nine months ended September 36

(3000°s) 2006 2005 % Change

Total Per bue Total _ Per boc Total  Perboe
Average daily production (boe/d) 2626 893 194
Petroleum and natural gas revenue 29.892 41.70 $8,655 $35.50 345% 17.4%
Interest & other income 690 0.96 181 0.74 381 28,7
Royalties (7.318) (10.21) (2,018) (8.28) 362 233
Net revenue 23,264 32.45 6,818 27.96 341 16.1
Operating costs (5,693) (7.94) (1,L79%) (7.38) 320 716
Company netback — conventional operations 17,571 24.51 $5,019 $20.58 350 19.1

(1) Calculated by dividing rclated revenue and costs by total boe produced, resulling in an overall combined company netback,
Nelbacks do not have a standardized meaning prescribed by GAAP and, therefore, may not be comparable to similar
measures used by other companics. This non-GAAP measurement is a useful and widely used supplemental measure thal
provides management of Connacher with performance mcasures and that provides shareholders and investors with a
measurement of Connacher’s efficicney and its ability to fund {uture growth through capital expenditures.

Operating Netbacks by Product
For the nine months ended September 30, 2006

($000°s) Crude oil Natural gas

Tolal Per bbl Total Per mcf
Average daily production 926 bbl/day 10,198 mcl/d
Total revenue 14,369 56.83 15,524 5.58
Royallies (3,518) (13.90) (3,801 (1.36)
Opurating cosls (2,008) (7.95) (3,685) (1.32)
Operaling netback 8,843 3498 8,039 2.90

For the third quarter of 2006 operating costs of $2.4 million were 279 percent higher than in the same
prior year period, commensurate with increases in daily sales volumes. On a per unit basis, operating
costs increased by cight pereent to $7.94 per boe. The inercase in operating costs, both absolutely and
on & per unit basis, reflects the company’s inereased production and sales volumes in a higher cost
environment.
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Primarily as a result of higher product prices, operating netbacks per bee for the {irst nine months of
2006 increased 19 pereent to $24.51 per boe compared to $20.58 in the [irst nine months of 2005,

REFINING REVENUES AND MARGINS

On March 31, 2006, Connacher completed the acquisition of the refining assets of Montuna Refining
Company. The assets acquired included the refinery and certain inventory including refined products.
The results reported herein are for the period from April 1, 2006. In April, 2006 the refinery was shut
down for 20 days for scheduled “turnaround™ maintenance. Since resuming refining operations afler
the wurnaround, certain inereased efliciencies have oceured, and throughput daily volumes have been
increased.

The operating results of the refinery since its acquisition lo September 30, 2006 are summarized
below.

For the three months ended For the year to date
June 3G, 2006 Scptember 30, 2006 to September 30, 2006

Refinery throughput

Crude charged (bbl/d)“? 6,864 9.613 8239
Refinery production (bby/d)® 6,932 10,392 8,662
Sales of produced refined products (bbl/d) 6,266 12,220 9,243
Sales of refined products (bbl/d) 7,384 12,680 10,032
Refinery utilization (%) ¢ 83% 101% 92%

{1) Crudec charged represents the barrcls per day of erude oil processcd at the refinery.

(2) Refinery production represents the barrels per day of refined products yielded from processing crude and other refinery
feedslocks.

(3) Includes refined products purchased for resale.

(4) Represents crude charged divided by total crude capacity of the refinery. Note refining capacity has been increased to

9,500 bhl/d.

Feedstocks

Sour crude oil (%) 98% 92% 94%
Other feedstocks and blends (%) 2% 8% oY%
Total 100% 100% 100%
Refining sales revenue ($000°s) $50,907 $93,752 $144,719
Refining - erude oil and operating costs ($000°s) 47,104 80,242 127.346
Refining margin ($000°s) $3,863 $13,510 $17,373
Refining margin (%) 7.6% 14.4% 12.0%

Sales of produced refined products (based on volumes)

Gasolines (%) 27% 0% 29%
Diesel fuels (%) 15% 15% 15%
Jet Tuels (%) 3% 4% 4%
Asphalt (%) 30% 49% 49%
LPG and other (%) 5% 2% Ry
Total 100% 100% 100%
Average per barrel sold
Refining sales revenue $75.85 $80.37 $78.83
Less refining - crude oil and operating costs 70.10 68.78 09,36
_Relinine margin $5.75 $11.59 $9.47

Below are reconciliations to the Consolidated Statement of Income for refining sales and refining -
crude oil and operating costs. Due to rounding, some amounts may not calcufate exactly.




Reconciliation of refined product sales to refining sales revenue
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Average sales price per barrel sold $75.85 $80.37 §78.83
Sales of refined products (bbl/d) 7.384 12,680 10,032
Number of days in period 91 92 183
Relined product sales (3000°s) $50,967 $93,752 $144,719

Reconciliation of average cost of products per barrel sold to refining - crude oil and operating costs

Average cost of products per barrel sold $70.10 $68.73 $69.36
Sales of refined products (bbi/d) 7,384 12,680 10,032
Numnber of days in period 91 92 183
Refining - crude oil and operating costs (5000"s) $47,104 $80,242 $127,346

The Montana Refining Company acheived outstanding results in the third quarter. Quarterly revenues
inercased 83% to $93.8 million, reflecting increased throughput, increased asphalt sales from inventory
and inereased product prices. Due to continuing process oplimization the crude capacity of the refinery
has now been increased to 9,500 bbl/d. During the quarter, refinery utilization was 101% and the
operation ran without dewntime. Operations in the previous quarter were limited to 83% utilization
due to a maintenance turnaround conducted in April. Net refining margin has improved to $13.5million
or $11.59/barrel, an increase of 250% over sccond quarter results. In addition to increased prices and
throughput, average product costs have decreased thereby improving margins.

Due to the demand of the summer paving season, asphall sales volumes and revenues generated
approximately one-hall of the refinery’s third quarter revenues. During this same peried asphalt
production was augmented by sales from inventory. As sales volumes and revenues decline to lower
levels through the fourth and first quarters, inventory builds to supply the demand of the subsequent
paving season.

EQUITY INTEREST IN PETROLIFERA EARNINGS

Connacher accounts for its 27 percent cquity investment in Petrolifera Petroleum Limited
(“Petrolifera™ on the equily method basis of accounting. In the comparative period, Petrolifera was
consolidated with Connacher. ‘Connacher’s ¢quity interest share of Petrolifera’s eamings in the third
quarter of 2006 was $4.6 million and $7.1 millioh for the ycar to date.

DILUTTION GAIN

Since November 2004, the company’s cquily interesl in Petrolifera has been diluted as a resull of
Petrolifera issuing common shares. In November 2004, the company’s equity inlerest was reduced
from 100 percent to 61 percent; in March 2005 it was reduced to 40 percent; in late 2005, it was further
reduced o 33 pereent and through out 2006 it was reduced to 27 percent, These reductions resulled in
a dilution gain to the company of $3,000 in the year to date for 2006 (2005 - $3 million gain).

INTEREST AND OTHER INCOME

In the third quarter of 2006, the company carned inlerest of $163,000 (2005 - $128,000) on ¢excess
funds invesled in secure short-term investments, and $690,000 Tor the mine months ended Scplember
30, 2006 (2005 - $181,000).

GENERAL AND ADMINISTRATIVE EXPENSES

In the third quarter of 2006, general and administrative (“G&A”) expenses were $605,000 compared to
$553,000 in the third quarter of 2005, The current year amownt was impacled by reclassifying
$583,000 of costs associated with refining operations 1o operating costs from G&A and the impact of
capitalizing G&A costs dircetly associated with the development of the company’s oil sands project.
For the 2006 vear for date, G&A costs of $815,000 have been capitalized (2005 - $62,000).



STOCK-BASED COMPENSATION

In the year to date, non-cash stock-based compensation costs of $9.5 million were recorded (2005 -
$941,000). These charges rellect the fair value of all stock options granted and vested in cach period.
Of this amount, $6.7 million was expensed (2005 - $941,000) and $2.8 million was capitalized (2005 -
nil). A portion of the amount expensed is included in refining operating costs. The year over year
increase reflects the growth and success of the corporation and the expanded equity base as a result of
prior sales of commen shares from treasury,

FINANCE CHARGES AND FOREIGN EXCHANGE

Certain costs relating to establishing the company’s banking facilitics (bankers’ fees, legal costs, clc.)
are being deferred and amorntized over the periods to which the banking facilities relate. In the year to
date, deferred fimancing charges of $1.9 million (2005 - nil) and interest of $2.3 million
(2005 - $112,000) were expensed.

The translation of foreign currency denominated assets and liabilities in the year to date resulted in a
foreign exchange loss of $201,000 and a gain of $30,000 for the first nine months of 2005. The
company’s main exposure to foreign currency risk relates to a US$51,000,000 bridge loan, its US-
based refining business and to the pricing of its crude oil sales, which are denominated in US dollars.

DEPLETION, DEPRECIATION AND ACCRETION ("DD&A™)

The amounts reported for DD&A represent depletion charges in respeet of the company s conventional
petroleum and natural gas properties, depreeiation of its refinery, depreciation of its administrative
assets, accretion expense related to future abandonment charges estimated in respect of conventional
and refining abandonment liabilities, and amortization of refinery turnaround maintenance costs.

Depletion expense is calculated using the unit-of-production method based on lotal estimated proved
reserves; the refinery and administrative assets are depreciated over their estimated useful lives. The
present value of the company’s future abandonment liabilities are reported on the company’s balance
sheet and during the period to abandonment, this balance is accreted to the estimated full future cost.

The table below summarizes the DD&A charges for 2006 and 2005,

Three months ended September 30 Nine months ended September 30

(§000°s) 2006 2005 2006 2005
Depletion of conventional asscts 8,350 1,380 20,140 3.649
Depreciation of refinery assets 622 - 1,244 -
Amortization of tumaround costs 643 - 876 -
Other depreciation 222 212 336 257
Aceretion 80 21 212 93
Total 9917 1,613 22,808 3,999

On a per unit basts, depletion has inercased to $28.00 per boe from 315.00 per boe in the [irst nine
months of 2005. The increase in depletion expense (both absolute and per unit) is the result of
increased depletable assets due to the Luke acquisition and the cost of new wells drilled.

Cupital costs of $94 million (2005 — $10 million) related to the Great Divide oil sands project, which is
in a pre-production stale, have been excluded from depletable costs. Additionally, undeveloped land
acquisition costs of $12.7 million (2005 — $2.3 million) were excluded from the depletion caleulation,
while future development costs of $1.6 million (2005 - $2 million) for proved undeveloped reserves
were included in the depletion caleulation.
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CEILING TEST

Oil and gas companics are required o compare the recoverable value of their oil and gas assets to their
recorded carrying value al the end of cach reporting period. Excess carrying values over ceiling value
are to be writlen off against earnings. No write-down was required [or any reporiing period in 2006 or
2005.

TAXES

The current income ax provision of $4.2 million for the first nine months of 2006 primarily relales 1o
income taxes expected lo be payable by MRC [rom ils US-based refiming business, and Canadian
provineial capital taxes.

The future income tax recovery of $2.1 million for the {irst nine months of 2006 primarily represents
the impact of recently enacted federal and provineial income tax rate reductions.

At Seplember 30, 2006 the company had approximately $200 million of deductible resource pools, $15
million of deductible financing costs and $9 million of non-capital losses which do not expire before
2005.

NET EARNINGS

In the third quarter of 2006, Connacher generated a profit of $6.8 million ($0.03 per basic and diluted
shares outstanding) as a resubt of signilicanily cxpanded business activitics, compared to a loss of $t
million ($0.01 loss per share) in the third quarter of 2005.

For the first nine months of 2006 the company reported a profit of $3.7 million ($0.02 per basic and
diluted share outstanding). This compares o net earnings of $410,000 or $nil per basic and diluted
share for the same 2005 period.

SHARES OUTSTANDING

For the nine months ended September 30, 2006, the weighted average number of common shares
outstanding was 180 million (2005 - 96 million) and the weighted average number of diluted shares
outstanding, as calculated by the treasury stock method, was 213 million (2005 ~ 143 million). The
substantial increase in shares outstanding period over period reflects the equity financings completed
by the company and the treasury shares issued as partial consideration for the Luke and refinery
acquisitions.

As at November 9, 2006, the company had the following securities issued and outstanding:
+« 197 878,015 common sharcs; and
+ 15,545,535 share purchase oplions,

LIQUIDITY AND CAPITAL RESOURCES

A short term working capital deficiency existed at September 30, 2006 as part of the consideration paid
for the refinery acquisition was financed with cash and short-term borrowings. In carly April 2006 the
company drew US$51 miltion on a bridge loan facility to partially fund the acquisition of the Montana
refinery assets, which closed on March 31, 2006, This bridge loan was repaid m full on October 20,
2006 from the proceeds of a US$180 million tenm loan (“TLI3™) facility that was fully drawn on that
date. The primary purpose of the TLI is to fund lhe tolal estimated remaining costs necessary (o
develop the company’s first oil sands project at Great Divide in northern Alberta (“Pod One™). After
also depositing US$14 million into an account to fund the eslimated interest costs during the course of
completing the Pod One projeet, and after paying US$4 million in costs to complete the transaction,
the balance of TLI3 proceeds of USSI11 million will be used solely to fund the total estimated
femaining costs necessary to complete Pod One.

The T1.13 has a seven year term. Its principal is amortized by one percent per year commencing in
2008. Additiona] principal payments will depend on debt to cash flow ratios. Prineipal payments on the
TLI3 are not expected to be significant in the first six years. One half of the TLB floating interest rate
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payments were swapped al an all-in [ixed vate of 8.516 pereent and one half of the TLI bears interest
of London Inter-Bank Cffered Rate (“LIIBOR™) plus 3.25 percent or al US Prime Lending Rate (“Base
Rate™) plus 2.25 pereent,

On Qctober 20, 2006 the company also sceured a US$15 million revolving line of credit (“LOC™) to
fund the working capital requircments of the refinery in Great Falls, Montana thal was acquired in
March 2006. The LOC has a five year lerm and bears interest at LIBOR plus three percent or at Base
Rate plus two percent.

The TLB and the LOC are sccured by a debenture and mortgage agreements covering all of the assets
of the refinery and all of the company’s interest in the Great Divide oil sands. The TLB and LOC debts
are non-recourse to the company’s conventional petroleum and natural gas assets or ils investment
holding in Petrolifera Petroleum Limited,

Cash flow from operations before working capital changes (“cash flow”), cash flow per share and cash
flow per boc do not have standardized meanings prescribed by GAAP and therefore may not be
comparable to similar measures used by other companies. Cash flow includes all cash flow from
operating activitics and is calculated before changes in non-cash working capital. The most comparable
measure calculated in accordance with GAAP would be net earnings. Cash [low is reconciled with net
carniiigs on the Consolidated Statement of Cash Flows and below. Cash flow per share is calculated by
dividing cash flow by the weighted average shares outstanding; cash flow per boe is calculated by
dividing cash flow by the quantum of crude oil and natural gas (expressed in boes) sold in the period.
Management uses these non-GAAP measurements for its own performance measures and to provide its
shareholders and investors with a measurcment of the company’s efficiency and its ability to fund a
portion of its fulure growth expenditures.

Management believes that Connacher has adequate liquidity, anticipated cash generation, unused credit
and credit capacity to conduct its operations and to meet its obligations in accordance with its financial

plan and budget. The company maintains no off-balance sheet financial instruments.

Reconciliation of net earnings to cash flow from operations before working capital changes:

82-34954

Three months ended September 30 Nine menths ended September 30

($000°s) 2006 2005 2000 2005

Net camings {loss) 86,771 $(1,034) $3,686 £410

Items not involving cash:
Depletion, depreciution and accretion 9,917 1,613 22,508 3,999
Stock-based compensation 1,478 610 6,672 941
Financing charges (398) - 1,910 -
Futttre income lax provision (recovery) 1,414 600 (2,159) 766

Future employee benefits 128 - 253 -
Forcign exchange (gain) foss 163 11 201 (30}
Lease inducement amortization (15) - (45) -
Dilution (gain) loss R - 3) (3,020)
Income applicable to non-controfling interests - 124 - -
Equity interest in Petrolifera camings (4,550) 54 (7,139 54

Cash low from operations belore

working capital changes 514,957 51,978 $26,184 $3,120

For the third quarter of 2006, cash flow was $15 million ($0.08 per basic and diluted share), 656
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percent higher than the $2 million (80.02 per basic and diluted share) reported in the third quarter of
2005.




CAPITAL EXPENDITURES AND FINANCING ACTIVITIES
For the third quurter of 2006, capital expenditures totaled $41 million and $376 million for the first
nine months. A breakdown of the expenditures for the first nine months ol 2006 follows:

Three months ended September 30 Nine months ended September 30

(30005} 2006 2005 2006 2005
Acquisition of Luke 8463 3- $204,643 $-
Acquisition of refinery 307 - 66,333 -
Minor property acquisilions 2,789 477 7,217 1,560
01l sands expenditures 31,466 720 83,562 6,061
Conventional oil and gas expenditures 5,733 1,673 13,862 6,946
Refinery expenditures 690 - 948 -

S41 449 $2,870 $376,564 $14,567
Oil sands expenditures include exploratory core hole drilling, seismic, lease acquisition and lacility
costs. In 2006, 31 exploratory core holes were drilled.
Conventional oil and gas expenditures include costs of drilling, completing, equipping and working
over conventional oil and gas wells as well as undeveloped land acquisition and seismic expenditures.
Conventional oil and gas gross and net wells drilled in 2006 are as {ollows:

Quarter One  Quarter Two Quarter Three Total

Conventional wells drilled (100% working inlerest) 3 4 6 13

A significant part of the company’s capital program is discretionary and may be expanded or curtailed
based on drilling results and the availability of capital. This is reinforced by the fact that Connacher
operates most of its wells and holds an approximate 87 percent working interest in its conventional
properties, providing the company with operational and timing controls.

The company has recently entered into a 10 year office lease agreement committing it to pay
approximately $1.6 million per year commencing in July 2007.

Great Divide Oil Sands Project, Northern Alberta

The company holds a 99.7 percent working interest in 79,360 acres of oil sands leases in the Great
Divide region of northern Alberta. To date, the focus has been on an approximate 2,000 acre tract
(“Pod One™ on which approximately $100 million has been imvested to acquire the oil sands leases, lo
delineate the oil bearing reservoir and for certain facilities related to this project. Total costs for Pod
One are expeeled to approximate $240 million inchuding contingencies and certain capitalized items.
Having received regulatory approvals, [ull development of Pod One has been initiated. Additionally,
the company continues to delincate further oil bearing reserves on a portion of the remaining 77,000
acres at Great Divide,

Recent Financings
In February 2006 the company entered mto financing commitment fetters with BNF Paribas, a major
international bank, for the following lending lacilities:

(i) a $45 million reserve-based loan and a $10 million revolving operating loan to [linance
conventional petroleum and natural gas projects in Canada. This facility was established on March
16, 2006, and

(i) a US$51 million bridge loan to fund a significant portion of the acquisition of the Moenlana
refinery. This facility was established on March 31, 2006.




In October 2006, Connacher secured a US$180 million terin loan facility and & US$13 million
revolving working capital loan facility (or the refinery. A portion of the lerm loan was used to repay
the US$51 million bridge loan. The surplus term loan proceeds are to finance all remaining forecast
capital expenditures on Pod One of the company’s Great Divide Oil Sands project.

In February 2006, the company issued 19,047 800 common shares at $5.25 per share for gross
proceeds of $100 million to fund exploration and development activitics associated with conventional
crude oil and natural gas activities and the Great Divide Oil Sands project, for general corporatle
purposes, for working capital and to possibly partially fund the acquisition of Luke Encrgy Lid.
Proceeds of the financing were utilized as follows:
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($000’s) As stated at the As actually
time of financing applied

Gross proceeds £100.000 $100.,000

Undenwriters commission and issue costs 6,250 6.250

Available for exploration and development, peneral corporate purposes,

for working capital and to possibly fund a portion of the Luke acquisition $93,750 $93,750

In September 2006, the company issued 5,714,300 common shares on a “flow-through™ basis at $5.25
per common share for gross preceeds of $30 million to fund exploration activities 1o further delineate
the company’s oil sands propertics (hrough the drilling of additional core holes and shooting 3D
seismic. Procceds of the financing were utilized as follows:

($000°s) As stated at the As actually
Gross proceeds $30,000,075 $30,000,075
Underwrilers cominission and issue cosls 2,075,000 1,883,000

$27,925,075 $28,117.075

Refer also {o the “Liquidy and Capital Resources,” above, for a discussion of the U8$180 million and
1JS$15 million debt facilities entered into in October 2006.

Acquisition of Luke Energy Ltd. {(“Luke")

In December 2005 the company entered into a binding letter apreement to purchase, by way of a Plan
of Arrangement, all of the shares of Luke lor a cash consideration of $2.31 per share plus 0.75 of a
Connacher common share for cach Luke common share. On March 15, 2006 the Luke shareholders
voted to approve the arrangement and on March 16, 2006 the arrangement was completed by the
payment in total of $91.5 millien cash and the issuance of 29.7 million Cennacher common shares
lrom treasury.

Luke is now a wholly-owned subsidiary of Connacher and produces approximately 2,800 boe/d (90
percent natural gas), largely at Marten Creek in northern Alberta. [t operates most of its high working
interest propertics. This production was considered strategic to Connacher, as it provides a physical
hedge to ils initial requircments for natural gas lo create steam for the company’s (approved) SAGD oil
sands project al Great Divide. Based on current Luke production volumes and anticipated results of
(urther development programs, the Luke purchase could also provide surplus volumes for sale in the
marketplace or meet possibie future Connacher requirements at Great Divide.

Acquisition of Refining Assets in Montana

On March 31, 2006, the company acquired an 8,300 bbl/id relinery located in Greal Falls, Montana,
USA for approximately US$35 million, comprised of cash and one million Connacher common shares
which were issued {rom treasury.

This acquisition was considered strategic to provide Connacher with protection against wider and more
volalile type of heavy crude oil price differential swings. These have become increasingly frequent in
the current higher oil price environment for the type of heavy oil which would be produced at Great
Divide. Since its acquisition, the refinery has been a profitable and strong business unit contnibuting to
the company s cash flow.
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Connacher completed the purchase of the refining assets and related inventory through a new wholly-
owned subsidiary, Montana Refining Company, Inc. (“MRC™). Its continued profitability will depend
largely on the spread between market prices for refined petroleum products and the cost of crude oil,

MRC’s principal seurce of revenue is from the sale of high value light end products such as gasoline,
dicsel, and jet fuel in markets in the western United States. Additionally, MRC sells a high grade
asphalt into the local market. MRC's principal expenses relate to costs of products sold and operating
expenses.

In April 2006, MRC completed a scheduled plant “turnaround” maintenance program of its refinery
factlities. Such turnarounds are nommally scheduled every two to five years. Turnaround costs are
capilalized and amortized over the period 1o the next scheduled turnaround.

With minimal additional anticipated capital investment, MRC would be capable of producing low
sulfur gasoline (*LSG™) as requircd by September 2008. Munagement is also studying changes
neceessary 1o comply by Seplember 2010 with ultra low sullur diesel (“ULSD™) requirements. MRC
will also be required to make investmenis of approximately US 52 millien before 2010 for the
installation of certain state of the art pollution control equipment.

The above mentioned regulatory compliance items, including the ULSD and LSG requirements, or
other presently existing or futurc environmental regulations, could cause management to make
additional capital investments beyond those described above and/or incur additional operating costs to
meet applicable requirements.

On October 22, 2004, the American Jobs Creation Act of 2004 was signed into law. Among other
things, the Act creates tax incentives for small refiners preparing to produce ULSD. The Act provides
an immediate deduction of 73% of certain costs paid or incurred to comply with the ULSD standards
and a tax credit based on ULSD production for up to 25% of those costs. Management inlends to
utilize these incentives when it is required to make these required expenditures,

NEW CRITICAL ACCOUNTING POLICIES ADOPTED BY CONNACHER

MRC’s financial tesults are reported in accordance with Canadian GAAP and are consolidated with
Connacher’s other business units. The preparation of MRC’s financial results require certain estimates
and judgments that afTect the reported amounts of assets, liabilitics, revenues and expenses, and related
disclosure of contingent assets and liabilities as of the date of the financial statements. Actual resulls
may differ from those estimates under different assumptions or conditions. Connacher’s management
considers the following new MRC accounting policies to be the most critical to understanding the
judgments that are involved and the uncertainties that could impact on the company’s resulls of
operations, Nnancial condition and cash flows,

Inventory Valuation

Crude oil and tefined product inventories are stated at the lower of cost or net realizable value. Since
acquiring the refining assets in March 2006, management re-cvaluated the inventory costing method
and has chosen the average cost method. Net realizable value is determined using cwrrent estimated
selling prices.

Deferred Maintenance Costs

MRC’s refinery units require regular major mainienance and repairs which are commonly referred to
as “turnarounds”. Catalysts used in certain refinery processes also require routine “change-outs”. The
required frequency of the maintenance varies by unit and by catalyst, but generally is every two to five
years. Tumaround costs are capilalized and amortized over the period to the next scheduted turnaround
or change-oul. In order 1o minimize downlime during turmarounds, coniract labor as well as
maintenance persormel are utilized on a continuous 24 hour basis. Whenever possible, turnarounds arc
scheduled so (hat some units continue to operate while others are down for maintenance. The costs of
turnarounds are recorded as deferred charges and are amortized over the expeeted periods of benefit,
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Long-lived Refining Assets

Depreciation and amortization 1s calculated based on estimated useful lives and salvage values. When
assets are placed into service, estimates arc made with respeet to their useful lives that are believed to
be reasonable. However, factors such as competition, regulation or environmental matters could cuuse
changes to estimaltes, thus impacting the future caleulation of depreciation and amortization. Long-
fived assets are also evaluated for potential impainnent by idewtifying whether indicators of
impairment exist and, il so, assessing whether the long-lived asscls are recoverable from estimated
future undiscounted cash flows. The actual amount of impuirment loss, il any, lo be recorded is equal
to the amount by which a long-iived asset’s carrying value exceeds its [air value. Estimates of future
discontinued cash flows and fair values of assets require subjective assimptions with regard to future
operating results and actual results could differ from (hosc estimates.

RISK MANAGEMENT - MRC

Certain strategies could be used to reduce some commodity prices and operational risks. No attempt
will be made to eliminate all market risk exposures when it is believed the exposure relating to such
risk would not be significant lo future carnings, {inancial position, capital resources or liquidity er that
the cost of climinating the exposure would outweigh the benefit, MRC’s profitability will depend
largely on the spread between market prices for refined products sold and market prices for crude oil
purchased. A substantial or prolonged reduction in this spread could have a significant negative effeet
on earnings, financial condition and cash flows.

Petroleum commodity futures contracts could be utilized to reduce exposure to price fluctuations
associated with crude oil and refined products. Such contracts could be used principally to help
manage the price risk inherent in purchasing crude oil in advance of the delivery date and as a hedge
for fixed-price sales contracts of refined products. Commedity price swaps and collar options could
also be utilized to help manage the exposure to price volatility relating to forecasted purchases of
natural pas. Contracts could also be utilized to provide for the purchase of crude oil and other
feedstocks and for the sales of refined products. Certain of these contracts may meet the definition of a
hedge and may be subject to hedge accounting.

The supply and use of heavy crude oil from the company’s Great Divide Oil Sands Project, as a
feedstock for the refinery, would provide a physical hedge to this exposure, as planned.

MRC’s operations are subject to normal hazards of operations, including fire, explosion and weather-
telated perils. Various insurance coverages, including business interruption insurance, are maintained
in accordance with industry practices. However, MRC is not fully insured against certain risks because
such risks are not fully insurable, coverage is unavailable, or, iIn management’s judgmeni, premium
costs are prehibitive in relation to the perceived risks.

Additionally, the company has recently issued parental guarantees and indemnifications on behalf of
MRC. This is considered to be in the normal course of business. The company has not entered into any
off-balance sheet arrangements.

EMPLOYEE BENEFITS PLANS

As a consequence of the refinery acquisition and related employment of refinery personnel, the
company’s new US subsidiary, MRC, adopted new ecmployee future benelit plans with effect from
March 31, 2006.

A new non-coniributory delined benelit retirement plan covers only MRC’s employees from March
31. 2006. MRC’s policy is o make regular contributions in accordance with the funding requirements
of the United States Employee Retirement Income Sccurity Act of 1974, Benefits are to be based on
the employee’s years of service and compensation.




MRC also established new defined contribution (US tax code “401(k)™) plans thal cover all of its
employees [rom March 31, 2006, The company’s contributions arc based on employees’ compensation
and partially match employee contributions.

BUSINESS RISKS

Other than as noted above for “Risk Management - MRC,” there was no material change in the
company’s risks or risk management activilies since December 31, 2005, Connacher’s risk
management activities are conducied according te policies and guidelines established by the Board of
Directors. Readers should refer io Connacher’s 2005 AIF and the risk management seetion of the 2005
annual MD&A.

IMPACT OF NEW ACCOUNTING PRONOUNCEMENTS

The company has assessed new and revised accounting pronouncements that have been issued but that
are nol yet clfective and has determined that the following may have a significant impact on the
company.

Reginning with the year ending December 31, 2007 (he company will be required to adopt, if
applicable, the Canadian Institute of Chartered Accountants (“CICA”) Section 1530, 3251, 3855 and
3865 on “Comprehensive Income”, “Equity”, “Financial Instruments - Recognition and
Measurement”, and “Hedges™ respectively, all of which were issued in January 2005, Under the new
standards odditional financial statement disclosure, namely Consolidated Statement of Other
Comprehensive Income, has been introduced that will identify certain gains and losses, including the
foreign currency translation adjustments and other amounts arising from changes in fair value, to be
temporarily recorded outside the income statement. In addition, all financial instruments, including
derivatives, are to be included in the company’s Consolidated Balance Sheet and measured, in most
cases, at fair values. Requirements for hedge accounting have been further clarified. Although
Comnacher is in the process of evaluating the impact of these standards, the company does not expect
the Financia! Instruments and Hedges standards to have a material impact on its Consohdated
Financial Statements.

Over the next five years the CICA will adopt its new strategic plan for the direction of accounting
standards in Canada, which was ratified in January 2006. As part of the plan, Canadian GAAP for
public companies will converge with International Financial Reporting Stands (“IFRS”) over the next
five ycars. The company continucs to monitor and assess the impact of the convergence of Canadian
GAAP with IFRS.

OUTLOOK

The company’s business plan anticipates continued substantial growth. Emphasis will continue to be
on delineating and developing the Great Divide Oil Sands Project in Alberta while conlinuing to
develop the company’s recently-expanded conventional production base and profitably operating the
Montana refinery. Timing for development and first preduction from the Great Divide Oil Sands
Project is subject to availability of the compenent equipment, access lo skilied personnel and
availability of drilling rigs. Additional financing may be required for the Great Divide Oil Sands
Project and the company’s conventional petroleum and natural gas assets.

Additional informatien relating to Connacher, including Connacher’s Annual Information Form, can
be found on SEDAR al weww . sedareem.
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QUARTERLY RESULTS

2004 2005 ¥ 2006
Three Months Ended Dec3l  Mar3l  Jun 30 Sept 30 ™ Dee 31 Mar 31 June 30 Sept 30
Financtal Highlights {$000 except per share amounts)- Unaudited
Total revenue 1,987 1,857 2,796 3,222 3,542 4,446 (64614 103,108
Cush flow from operations before 471 265 877 1,978 1.238 1,725 0.499 14,957
working capital changes " ’ ’ ’ !
Basic, per share 0.01 - 0.01 0.02 0.01 0.01 0.05 0.08
Diluted, per share ") 0.01 - 0.01 0.02 0.01 0.01 0.05 0.08
Nel carnings {loss) (150) 1,673 {230) {1,034} 582 (G66) (2,419} 6,771
Basic, per share - 0.02 - (6.01) - - (0.01) 0.03
Diluted, per share - 0.02 - 0.01) - - (0.01) 0.03
Capital expenditures and acquisitions 3,954 6,047 5,649 2,870 2,241 300,836 34,280 41,449
Proceeds on disposal of PNG properties (49) - - - - - - -
Bank debt - - 250 - - 17,600 70,365 62,380
Working capital surplus (deficicncy) 3,549 5,588 854 67,440 75,427 (11,061) (42,483)  (39,942)
Cash on hand (net debi) 3,914 8,280 2,629 67,708 75,511 (4,527) 7,505 14,450
Shareholders” equity 40,375 41,079 41,090 113,081 129,108 337,584 340,639 378,730
Operating Highlights - Conventional
Production / sales volumes
Natural gas - mef/d 1,290 1,328 1,416 497 86 2,600 15,172 13,028
Crude oil - bblid 646 629 702 308 775 6089 1,026 1,084
Equivalent - boe/d @ 861 850 938 891 789 1,122 3,554 3,256
Pricing
Cmde oil - $/bbt 30,08 30.02 41.23 53.40 41.54 40.93 61.45 62.53
Natural gas - $/mef 1.29 1.18 0.99 1.88 7.55 6,34 5.66 533
Selected Highlights - $/boc ®
Weighted average sales price 24.93 24.04 3235 49.48 41.61 39.83 41.88 42.16
Other income 0.15 0.24 0.41 1.57 7.15 4.20 0.04 .55
Royalties 4.64 4.82 8.06 11.73 7.76 8.02 10.43 10.72
Operating costs 7.98 7.01 7.42 7.69 8.90 8.24 7.63 7.99
Netback * 12.47 1245 1728 31.63 3209 2177 23.86 24.00
Operating Highlights - Refining
Refining production - bbl/d 6,932 10,392
Net sales per barrel sold (8) 75.85 8037
Refining margin ($) 5.75 11.59
Common Share Information
Shares outstanding at end of period (000°s) 89,627 92,753 93013 134,236 139,940 191,237 191,924 197,878
Weighted average share outslanding for the peried
Basic (000's) 50,908 91,189 92,875 103,851 136,071 154,152 191,672 193,587
Diluted (000°s) 53329 94,197 95,555 106,397 142,507 160,574 198931 200,572
Volume traded during quacter (000°s) 25,2506 40,486 106,821 180,848 100,246 148,184 80.347 48,849
Common share price (§)
High 0.80 1.22 1.05 2.09 4.20 6.07 5.05 +4.55
Low 0.29 0.49 0.68 0.76 1.09 347 3.0 KR
Close (end of period) 0.55 0.93 0.82 2.54 3.84 4.95 4,20 3.60

(1} Cash flow from operations before working capilal changes and cash fow per share do not have standardized meanings
prescribed by Canadian generally accepled accounting pringiples (“GAAP™) and thercfore may not be comparable lo
similar measures used by olher companics. Cash flow includes all cash flow from operating activities and is calculated
before changes in non-cash working capital. The most comparable measure calculated in accordance with GAAP would be
nel carnings. Cash flow is reconciled with net ¢amings on the Consolidated Statement of Cash Flows and in the
accompanying Management Discussion & Analysis. Management uses these non-GAAP measurcments for its own
performance measures and to previde its shareholders and investors with a measurement of the company’s efficicney and
its ability to fund a portion of its future growth expenditures.




All references te barrels of oil squivalent (bae) are caleulated on the basis of 6 mef : 1 bbl. Boes may be misleading,
particularly if used in isolation. This cenversion is hased on an energy equivalency conversion method primarily applicable
at the burner tip and does not represent a vatue equivalency at the weilhead.

In the third quarter of 2005, the company discontinued consolidating the financial and operational results of Petrolifera
Petroleum Limited. Comparative figures have not been restated.

Netback is a non-GAAP measure vsed by management as a measure of operating efficicncy and profitability. 1t is
caleulated as petrolcum and natural gas revenue less royalties and operating costs. Refer to MD&A for netbacks by product
lype.

Reflects the financial and operating results relating to the acquisition of Luke following closing on March 16, 2006, and the
Montana refinery subsequent Lo ils acquisition on Mareh 31, 20006.
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CONSOLIDATED BALANCE SHEETS
Connacher Oil and Gas Limited
(Unaudited)

($000°s)

September 30, 2006
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December 31, 2005

ASSETS
CURRENT
Cash and cash equivalents
Accounts reeeivable
Refinery inventories (Note 6)
Prepaid expenses
Due from Petrolifera (Note 3)

Property, plant and equipment
Investment in Petrolifera (Note 5)
Other assets

Future income tax asset

Goadwill (Note 3)

LIABILITIES
CURRENT
Accounts payable
Bank debt (Note 7)
Due to Pelrolifera (Note 3)

Fulure employce benefits

Asset retirement obligations (Note 8)
Deferred credils

Future income tax liability

SHAREHOLDERS' EQUITY

Share capital and contributed surplus (Nole 9)

Cumulative translation adjustment
Retained carnings

$14,450 $75,511
35,474 1,605
18,635 .
2,309 407

- 221
70,868 77,744
330,586 45,242
17,638 10,496
4,275 256

- 1,075
103,661 .
$527,028 $134,813
$48,408 $2,316
62,380 -
22 R
110,810 2,316
251 -
6,363 3,108
236 281
30,638 )
148,298 5,705
374,288 127,033
(1,319) ;
5,761 2,075
378,730 129,108
$527,028 $134,813




CONSOLIDATED STATEMENTS OF OPERATIONS AND RETAINED EARNINGS

Connacher Qil and Gas Limited
(Unaudited)
(8000’s, except per share mmounts)

Three months ended
Seplember 30
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Nine¢ months ended

Seplember 30

REVENUE

Petroleum and natural gas revenue, net of royaltics
Relining sales

Interest and other income

EXPENSES

Petroleum and natural gas operating costs
Refining — crude oil and operating costs
General and adininistrative

Stock-based compensation (Note 9)
Finance charges

Foreign exchange loss (gain)

Depletion, depreciation and accretion

Eamings (loss) before taxes and
other items

Current income tax provision (recovery)

Future income tax provision {recovery)

Earnings (loss) before other items

Equity interest in Petrolifera carnings (loss) (Note 5)
Dilution gain (loss) (Nole 3)

Non-controlling inlerests (Note 3)

NET EARNINGS (LOSS)

RETAINED EARNINGS (DEFICIT),
BEGINNING OF PERIOD

RETAINED EARNINGS,
END OF PERIOD

EARNINGS (LOSS) PER SHARE (Note 11)
Basic
Diluted

2006 2005 2006 2005
$9,191  $3,094 $22,575 $6,637
93,752 . 144,719 -

165 128 690 181
103,108 3222 167,984 6818
2,393 631 5,693 1,799
80,242 - 127,346 )
605 553 2,780 1,805
1,139 610 6,334 941
993 36 4,231 t12
163 1 201 (30)
9917 1,613 22,808 3,999
95452 3,454 169,393 8,626
7656 (232) (1,409) (1,808)
3972 24 4,206 (18)
1414 600 (2,159) 766
5,386 624 2,047 748
2270 (856) (3,456) (2,556)
4,550 (54) 7,139 (54)
(49) - 3 3,020

- 24 . ]

6771 (1,034 3,686 410
(1,010) 2,655 2,075 1,211
$5,761  $1,621 $5,761 $1,621

0.03  (0.01) 0.02 -

0.03 (00D 0.02 -
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CONSOLIDATED STATEMENTS OF CASH FLOW
Connacher Oil and Gas Limited

(Unaudited)
{$000°s) Three months ended Nine months ended
September 30 September 30
2006 2005 2006 2005
Cash provided by (used in) the (ollowing activitics:
OPERATING '
Net earnings (loss) $6,771 $(1,034) $3,686 $410
Ttems nol involving cash:
Deepletion, depreciation and acerelion 9917 1,613 22,808 3,999
Stock-based compensation 1,478 610 6,672 941
Financing charges (398) - 1,910 -
Future employee benefits 128 - 253 -
Future income tax provision (recovery) 1414 600 (2,159) 766
Foreign exchange loss (gain) 163 11 201 (&11)]
Dilution (gain} loss 49 - 3) (3,020)
Lease inducement amortization (15) - 5) -
Loss applicable lo non-controlling interests - 124 - -
Equity interest in Petrolifera (eamings) losses (4,550) 54 (7.139) 54
Cash flow from operations before working capital changes 14,957 1,978 26,184 3,120
Change in non-cash working capital (Note 11 (b)) 8,636 3,182 (24,335 3,075
23,393 5,160 1,849 6,195
FINANCING
Issue of common shares, net of share issuc costs 28,270 70,506 123,558 72,138
Issue of shares by Petrolifera, net of share issue costs - - - 6,228
Deferred financing costs 548 - (2,245) -
Increase (deerease) in bank debl (7,985) (250) 62,380 -
20,833 70,256 183,693 78,366
INVESTING
Acquisition of Luke Encrgy Ltd. (Note 3) 38) - (92,677) -
Acquisition of refining assels (Note 4) 767 - (61,273) -
Acquisition and development of oil and gas propertics (41,752) (2,870 (105,589) (14,567)
Acquisition of other assets - - (5,185} -
Change in non-cash working capital (Note 11 (b)) 3,603 (1,489 17,294 28
(37,420 (4,359)  (247430)  (14,539)
NET INCREASE (DECREASE) IN CASH AND 7,006 71,0587 (61,888) 70,022
CASH EQUIVALENTS
EFFECT OF EXCHANGE RATE CHANGES ON (61) - 827 -
CASH AND CASH EQUIVALENTS
IMPACT ON CASH RESULTING FROM - (6,22%) - (6,22%)
DECONSOLIDATION OF PETROLIFERA (Notc 5)
CASH AND CASH EQUIVALENTS, 7,505 2,879 75,511 3,914

BEGINNING OF PERIOD




82-34954

CASH AND CASH EQUIVALENTS, 14,450 67,708 14,450 67,708
END OF PERIOD

SUPPLEMENTARY INFORMATION —(Note 11)



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
Connacher Qil and Gas Limited

Period ended September 30, 2006
(unaudited)

1. FINANCIAL STATEMENT PRESENTATION

The consolidated financial statements include the accounts of Connacher Oil and Gas Limited and its
subsidiaries (collectively “Connacher” or the “company”) and are presenled in accordance with
Canadign generally accepled accounting principles. In Canada and in the United States through a
wholly owned subsidiary, Montana Refining Company, Inc. (“MRC™) the company is in the business
of exploering, producing, refining and marketing conventienal petroleum and natural gas and has
recently commenced exploration and development of bitumen in the oil sands of northern Alberta.

2. SIGNIFICANT NEW ACCOUNTING POLICIES

The interim Consolidated Financial Statements have been prepared following the smmne accounting
policics and methods of computation as the annual audited Consolidated Financial Statements for the
year ended December 31, 2005. The disclosures provided below do not conform in all respects to those
included with the amual audited Consolidated Financial Statements. The interim Consolidated
Financial Statements should be read in conjunction with the annual audited Consolidated Financial
Statements and the notes thereto for the year ended December 31, 2005.

As a result of the March 2006 acquisition of Luke Energy Ltd. and the March 2006 purchase of
refining assets, the company has adepled the following new significant accounting policies.

Scasonality of refining operations

Due to the demand of the summer paving season, asphalt sales volumes and revenues generated
approximately one-half of the refinery’s third quarter revenues. During this same period asphalt
production was augmented by sales from inventory. As sales volumes and revenues decline to lower
levels through the fourth and first quarlers, inventory builds to supply the demand of the subsequent
paving scason.

Refinery inventories

Crude oil and refined product inventorics are stated at the lower of cost or net realizable value. Since
acquiring the refining assets in March 2006, management re-cvaluated the inventory costing method
and has changed its method of accounting from LIFO to the average cost method. The chunge did not
have a significant impact and no adjustment was recorded. Net realizable value is determined using
current eslimated selling prices.

Long-lived refining assets

Depreciation and amortization is caleulated based on estimated useful lives and salvage values. Long-
lived assets are evalualed for potential impaiment by identifying whether indicatlors of impainnent
exist and, i so, assessing whether the long-lived assels are recoverable [rom cstimated fulure
undiscounted cash flows. The actual amount of impairment loss, if any, o be recorded 1s cqual to the
amount by which a long-lived asset’s carrying value exceeds its fair value,

Goodwill

Goodwill is the excess purchase price over the [air value of identifiable asscts and liabilities acquired,
Goeodwill impairment is assessed annually at year end, or more frequently as economic events diclale,
by comparing is fair value W its carrying value, including goodwill. If the fair value is less than its
carrying value, a goodwill impairment loss is recognized as the excess of the carrying value of the
peodwill over the fair value of the goodwill.

Foreign currency translation
The company has assessed the operations of MRC o be sclf-sustaining.
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Assets and liabilities of self-sustaining foreign operations are translated inte Canadian dollars at the
rate of exchange i effect at the balance sheet date and revenues and expense are translated at the
average monthly rates of exchange during the periods. Gains or losses on (ranslation of self-sustaining
foreign operations are included i cwrency translation adjustment in sharcholders’ equity.




Pension costs

The company’s newly acquired subsidiary, MRC, has a defined benefit pension plan commencing
March 31, 2006 for certain of its employces. Pension expenses for the plan amount to $253,000 in the
current year to date.

Revenue recognition

Refined product sales and related costs of sales are recognized when products are shipped and title has
passed to customers. All revenues are reported inclusive of shipping and handling costs incurred and
billed on to customers and exclusive of excise taxes. Shipping and handling costs incurred are reported
in costs of products sold.

Depreciation of refining assets

Depreciation is caleulated by the straight-line wethod over the estimated uselul lives of the assets,
primarily 10 to 20 years for refining facilities, three to five years for transportation vehicles, 10 to 40
years for buildings and improvements and 7 to 30 years for other fixed assels.

Cost classifications

Costs of products sold include the cost of crude oil, other feedstocks, blendstocks and purchased
finished products, inclusive of transportation costs. To provide the desired crude oil to the refinery,
crude oil is purchased from producers and other petroleum companies through crude oil buy/sell
exchange contracts. Operating expenses include direct costs of labor, mainicnance materials and
services, utililies, marketing expenses and other direct operating costs. General and administrative
cxpenses include compensation, professional services and other support costs.

Deferred maintenance costs

Refinery units require regular major maintenance and repairs which arc commonly referred to as
“turnarounds™. Catalysts used in certain refinery processes also require regular “changeouts™ The
reguired frequency of the maintenance varies by unit and by catalyst, but generally is every two (o five
years. Tumaround costs are deferred and amortized over the period until the next scheduled
turnaround. Other repairs and maintenance costs are expensed when incurred.

Environmental liabilities

Envirenmental liabilitics are recorded when sile restoration and cnvironmental remediation and
cleanup obligations are either known or considered probable and can be reasonably estimated.
Recoveries of envirommental costs through insurance, indemnification arrangements or other sources
are recognized to the extent such recoveries are considered probable.

Derivative instruments

Derivative instruments would be recognized as either assets or labilitics in the batance sheet and
measured at their fair value. Changes in the derivative instrument’s fair value would be recognized in
carnings unless specific hedge accounting criteria are met. Currently, the company has no derivative
instruments.

3. ACQUISITION OF LUKE ENERGY LTD.

The company completed the acquisition of Luke Energy Lid. (“Luke”™) on March 16, 2006. Final
closing adjustmtents have yet to be deternmined and some costs of the deal have been estimaled.
Consequently, the preliminary purchase cquation is estimated as follows:
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(3000°s)

Nel assets acquired:
Petroleum and natural gas assels 153,755
Goodwill 103,661
Asset retirement obligations (Noice 8) 2,109
Working capital (19,308)
FFuture income tax liability (31,356)
Net assets acquired 204,643

Consideration paid:
Cash 92,677
Shares (Nole 9) 111,966
204,643

Included in the working capital deficit are capital costs paid or payable arising from Luke’s winter
drilling program and for transaction costs incurred by Luke. Included in cash consideration paid are
transaction costs of $2 million.

The value of (he share consideration paid was delermined by refercnce to the market value of the
company’s shares at the time of announcing the acquisition.

4, ACQUISITION OF REFINING ASSETS

On March 31, 2006 the company acquired all of the assets of a refinery in Great Falls, Montana. Final
closing adjustments have yet to be determined and some costs of the deal have been estimated.
Consequently, the purchase equation is eslimated as follows.

(3000’s)
Net assets acquired:
Refining assets $46,337
Inventory 19,996
Net assets acquired $66,333
Consideration paid;
Cash 361,273
Shares (Note 9) - 5,060
$66,333

Ineluded in cash consideration paid are transaction costs of $2 million.

The value of the share consideration paid was determined by reference o the markel value of the
company’s shares ol the time of announcing the acquisition.

The purchase agreement commits the vendor to resolve any environmental Habilities arising over the
next five years for environmental matters existing at the purchase date.

As a means o facilitate the expeditious transition ol the ongoing refinery business, MRC assumed all
of the ongoing purchasc and sales contracts with suppliers and customers of the refinery. These
contracts are all short-term in nature and necessitated some guarantees from Connacher, all considered
to be in the nonual course of business.
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S. INVESTMENT IN PETROLIFERA PETROLEUM LIMITED (“PETROLIFERA™)
The company records ils investment n Petrolifera on an equity basis. Until the end of the second
guarter of 2005 this investment was consolidated,

Under the terms of a Management Scrvices Agreement with Petrolifera, Connacher provides
management, operational, accounting and general and administrative services necessary or appropriate
1o manage and operate Petrolifera. The fee lor this service is $15,000 per month until May 2007, The
agreement may be immediately terminated for performance failure by the aggrieved party or upon 30
days prior written nolice by Connacher, or by mutual agreement.

Dilution gains are recognized upon changes o Connacher’s equily interest in Petrolifcra as they oceur,
In 2006, Petrolifera share purchase rights and share purchase warrants were excreised by olher
investors resulting in a reduction of Connacher’s equity interest in Petrolifera to 27 percent at
September 30, 2006. The exercise of these rights and warrants generated a dilution loss for the year to
date, in the amount of $3,000.

6. REFINING INVENTORIES

September 30, 2006
(3000°s)
Crude oil 1,883
Other raw materials and unfinished products 1,045
Refined products ¥ 13,736
Process chemicals ™ 1,030
Repairs and maintenance supplies and other 941

18,635

(1) Other raw materials and unfinished producls include feedstocks and blendstocks, other than crude oil. The inveatory
carrying value includes the costs of the raw matcrials and transportation,

(2) Refined products include gasoline, jot fuels, dicscls, asphalts, liquid petrolcum gases and residual fuels. The inventory
carrying value includes the cost of raw materials including transportation and direct production costs.

(3) Process chemicals include catalysts, additives and other chemicals. The invenlory carrying value includes the cost of the
purchased chemicals and related freight.

7. BANK LOANS

As at Seplember 30, 2006 the company had available a $45 million reserve-based revolving loan
(“RBL facility™) and a $10 million revolving operating loan to finance conventional petroleum and
natural gas projects in Canada. These facililies have a rencwable one year lerm and are secured by a
fixed and floating charge debenture in the principal amount of $500 million. Interest at bank prime
plus ¥ pereent is to be charged on amounts borrowed. At September 30, 2006 the company had drawn
$5.5 million on the RI3L. facility.

In carly April 2006 the company drew US $51 million on a bridge loan factlity 1o partially fund the
acquisition of the Montana refinery assets, which closed on March 31, 2006, The loan did bear interest
at London Tnter-Bank Offered Rate (“LIBOR™ + Y% percent for the first 90 days (adjusted for
subsequent quarterly periods), was secured by a US$500 million demand debenture and pledge
agrecment. This bridge loan was repaid in full on October 20, 2006 from the proceeds of a US$180
million term loan (FTLI3?)Y facility that was fully drawn on that date.

The TLI3 has a seven year term. Its principal is amortized by one pereent per year commencing in
2008, Additional principal payments will depend on debt to cash flow ratios. Principal payments on
the TLI3 are not expected to be significant in the first six years. One balf of the TLI3 floating interest
payments were swapped at an all-in fixed rate of 8.516 percent und one hall of the TLB bears interest
of LIBOR plus 3.25 pereent or at US Prime Lending Rate (“Base Rate™) plus 2.25 pereent.

On Oclober 20, 2006 the company also secured a USHLS million revolving line of credit ("LOC”) to
fund the working capital requirements of the refinery in Greal Fatls, Montana that was acquired in
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March 2006. The LOC has a five year tenn and bears inerest at LIBOR plus three percent or at Base
Rate plus two pereent.

The TLB and the 1.OC are secured by a debenture and mortgage agreements covering all of the assets
of the refinery and all of the company’s interest in the Great Divide oil sands. The TLB and LOC
debts are non-recourse to the company’s convenliona]l petrolewn and natural gas asscls or its
investment holding in Petrolifera.

8. ASSET RETIREMENT OBLIGATIONS
The following table presents the reconciliation of the beginning and ending aggregale carrying amount
of the obligation associuted with the retirement of petroleum and natural gas properties and facilities.

Nine months ended Year cnded

September 30, 2006 Dccember 31, 2005
($000°s)
Assel retirement obligations, beginning of period $3,108 $2,905
Liabilitics incurred 366 301
Liabilities acquired (Note 3) 2,109 -
Liabilities settled with Petrolifera deconsolidation - (442)
Liabilities disposed - (24)
Change in estimates 568 203
Accretion expense 212 165
Asset retirement obligations, end of period $6,363 $3,108
9, SHARE CAPITAL AND CONTRIBUTED SURPLUS
Authorized

The authorized share capital is comprised of the following:

« Unlimited number of commeon voting shares
« Unlimited number of first preferred shares
+ Unlimited number of second preferred shares

Issucd
Only common shares have been issued by the company.

Number  Amount
of Shares  ($000°s)

Share Capital:

Balance, December 31, 2005 1399404 $125,071
Issucd for cash in privale placement (a) 19,047,80 100,001

Issued for cash in public offering (b) 5,714,300 30,000
Issued for Luke acquisition (Note 3) 29,699,28 111,960
Issued for relinery acquisition (Note 4) 1,000,000 5,060
Issued upon excreise of options {c) 982,305 905
Issued upon exereise of warrants (d) 1,493,820 881
Share issue cosls (8,272)
Tax effect of share issue costs 2,924
Tax clfeet of expenditures renounced pursuant lo the 2005 flow-through (5,448)

Balance, Share Capital, September 30, 2006 197.878,0 363,088




Contributed Sumlus;

Balance. December 31, 2005 1.962
Fair value of share options granted (b) 9.453
Assigned value of oplions exerciscd (215

Balance. Contributed Sunyus.Seplember 30, 2006 11.2060

Total Share Capital and Contributed Surplus:

December 31, 2005 127,033

September 30, 2006 374,288

(a) Private ptacement — 2006

In March 2006 the company issucd {tom treasury 19,047,800 commen shares at $5.25 per share on a
privale placement basis.

(b) 2006 Mlow-through common share issue

In September 2006, the company issued from treasury 5,714,300 common shares on a flow-through
basis at $5.23 per share. The company has agreed to renounce the related resource expenditures of $30
million to the flow-through investors. The company has until December 31, 2007 to incur the eligible
resource expenditures. As at September 30, 2006 none of these expenditures have been incurred.

(c) Stock options granted
A summary of the company’s outstanding stock option grants, as at September 30, 2005 and 2006 and
changes during those periods are presented below:
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2006 2005
Number Weighted Average Number Weighted Average
of Shares Exercise Price of Shares Exercise Price

b 5
Qutstanding, beginning of period 8,592,600 1.49 3,988,600 0.53
Granted 8,002,300 491 3,501,000 1.31
Expired - - (70,000) 0.55
Exercised (982,365) 0.70  (564,500) 0.57
Ouistanding, end of period 15,612,535 329 6,855,100 0.93
Exercisable, end of period 5,626,198 2.47 2,832,200 0.85

All stock options have been granted for a period of five years. Of the 8,002,300 options granted in

2006, 6,020,000 vest one-third mimediately, one-third one year after grant and one-third wo years

alter grant. The remaining 1,982,300 vest one-third one year afier prant, onc-third two years aller grant

and one-third three years afler grant. The table below summarizes unexereised stock oplions.
Range of Exercise Prices Number Weighted Average Remaining
Outslanding Contractual Life at September 30, 2006
$0.20 - $0.99 3,179,235 2.9
$1.00 - $1.99 2,001,000 3.7
$2.00- $3.99 3,036,000 4.2
$4.00 - $5.56 7,396,300 4.5
15,612,535

In 2006 a compensatory non-cash charge of $9,454,000 (2005 - $941,000} was recorded, reflecting the
fair value of stock oplions granted and vested during the period. Of this current amount, $6,334,000
(2005 - $941,000) was expensed o G&A, $338,000 was charged 1o refining operating costs and
$2,782,000 (2005 — mil) was capitalized to property and equipment.




82-34954

The fair value of each stock option granted is estimated on the date of grant using the Black-Scholes
option-pricing model with weighted average assumptions for grants as follows:

2006 2005
Risk {ree interest rate 4.1% 3.0%
Expected option life (years) 3 3
Expected volatility 49% 53%

‘The weighted average fair value at the date of grant of all options granicd in the first nine months of
2006 was $1.81 per option (2005 - $0.47).

(d) Share purchase warrants
A summary of the company’s outstanding share purchase warrants, as al September 30, 2005 and 2006
and changes during the periods are presented below:

2006 2005
Outstanding, beginning of period 1,493,820 5,300,525
Exercised (1,493,820) (3,504,003)
Expired - {15,000)
Outstanding, end of period - 1,781,520

(&) Flow-through shares (2005)

Effective December 31, 2005, the company renounced $15 million of resource expenditures to flow-
through investors. The related tax effect of $5,448,000 on those expenditures was recorded in 2006. As
at September 30, 2006, the company had incurred all of the required expenditures related to these flow-
through shares.

10. SEGMENTED INFORMATION

In Canada the company is in the business of cxploring, producing and marketing conveniional
petroleum and natural gas and has recently commenced exploration and development of bitumen in the
oil sands of northern Alberta. Prior to the de-consolidation of Petrolifera in 2005 (Note 5) it also
conducted a conventional petroleun and natural gas business in Argentina. The significant aspects of
these operating segmients are presenied below. Included in total Canadian conventional assets is the
company’s carrying value of its investment in Petrolifera.

Three months cnded Seplember 30 Canada Argentina UsA Canada

(50007} Conventional  Oil Sands  Conventional Refining Administrative Tatal
2006

Hevenues, nel of royalties 9,191 - - 93,752 - 102,943
Equity interest in Petrofifera carnings - - - - 4,550 4,550
Ditution gain (Jess) - - - - (€2 42
Tnterest and other income 18 - - 147 - 165
Operating cosls . 2,393 - - 80,242 82,635
General and administrative - - - . 605 605
Stock-hased com pensation - - - - 1,139 1139
Finance churges 501 - - 9717 1,469 993
Forcign exchange loss (gain) 83 - 3 27 104 163
Depletion, depreciation and aceretion 8,430 - - 1,265 222 u917
Taxes {recovery) (135) . - 5,120 401 5,346
Nel carnings (lass) (2,063) - 3) 8,276 561 6,771
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Property and equipment 189,932 96,488 - 43,710 456 330,586
Goodwill 103,661 - - - - 103,661
Capitul expenditures and uequisitions 8,651 31,465 - 998 335 41,449
Total assels Jos,0u1 95,914 251 105,067 17,705 527,028
2005
Revenues, net of royaltics 2,948 - 146 - - 3,094
Equity interest in Petrolifcra loss - - . - (54y (54)
Interest and other ncome 123 - 5 - - 128
Operating cosls . 575 - 56 - - 631
General and administrative - - KH - 522 353
Stock-based compensation - - - - 610 610
Finance charges ' 32 - 4 - - a6
Foreign exchange loss (gain} 20 - %) - . 11
Depletion, depreciation and accretion 1,532 - 63 - I8 1,613
Taxes (recovery) . 726 - (102) - - 624
Non-controlling tnterest - - (124) - - (124)
Nel eamings (loss) 186 - (16} - (1,204} {1,034)
Property and equipment 31,210 11,326 . - - 672 43,208
Capital expenditures 1917 720 215 - 18 2,870
Total assets 106,654 11.326 - - 808 118,788
Nine months ended September 30 Canada Argentina USA Canada
($000°s5) Conventional ~ Oil Sands ~ Convenlional Refining Administrative Total
2006
Revenues, net of royalties 22,575 - - 14,719 - 167,294
Equity interest in Petrolifera Earnings - - - - 7,139 7,139
Dilution gain - - - - 3 3
Interest and other income 431 - - 259 - 690
Operating costs 5,693 - - 137,346 - 133,039
General and administrative - - - - 2,780 2,780
Stack-based compensation - . - - 6,334 6,334
Finance charges 801 - 7 1,954 1,469 4,231
Farcign cxchange loss (gain) 115 - 9 @7 i04 201
Lyepletion, depreciation and accretion 20,353 - - 2,119 kX1 22,808
Taxcs (3.294) - - 4,935 460 247
Net carnings (loss) (G62) . (16} 8,651 (4,287} 3,686
Property and equipment 189,932 96,488 - 43,710 156 330,586
Goodwill 103,661 - - - - 103,661
Capital expenditures and acquisitions 225,276 83,562 - 67,281 445 376,564
Tutal assels 308,09 45,914 251 105,067 17,705 527,028
2003
Revenues, net of royaltics 5,744 - 893 - - 6,637
liquity interest in Petrolifera camings - - - - (34) (54)
Dilution gain (loss) - - - - 3,020 3,020
Interest and olher income 159 - 22 - - 181
Operating costs 1,480 - 319 - - 1,799




General and administrative - - 229 - 1,576
Stock-based compensation - - . 041
Finance charges 66 - 46 -

Fareign exchange loss (gain) 3 - (33) - -
Depletion, depreciation and accrelion 3,443 - 493 - 63
Taxes (recovery) 784 - (36) - -
Net earnings (loss) 127 . {103) . 386
Properly and cquipment 31,210 11,326 - - 672
Capital expenditures 6,666 6,061 1,767 - 73
Total asscts 106,654 11,326 - - RO¥
1L SUPPLEMENTARY INFORMATION

(a) Per share amounts

The following table summarizes the common shares used in per share calculations.

For the three months ended Scptember 30 2006 2005
Weighted average common shares outstanding 193,587 103,851
Ditutive effect of stock options and stock purchase warrants 6,985 2,546
Weighted average common shares outstanding — diluted 200,572 106,397
For the nine months ended September 30

Weighted average common shares outstanding 179,948 96,018
Dilutive effect of stock options and stock purchase warrants 7,187 5,055
Weighted average common shares outstanding — diluted 187,135 101,073
(b) Net change in non-cash working capital

For the three months ended September 30 2006 2005
Accounts reccivable (595) 275
Due from (to) Petrolifera 248 -
Non-controlling interest i Petrolifera loss - 3,201
Prepaid expenses 122 (170)
Refinery inventorics 9,392 -
Accounls payable 3,072 (1,613}
Total 12,239 1,693
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1,805
941
112
(30
3,999
748
410
43,208
14,567

118,788
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Summary of working capilal changes:

Opcrations 8,636 3,182
Investing 3,603 (1,489
12,239 1,693

For the nine months ended September 30

Accounis receivable (29,802) (333)
Due from (to) Petrolilera 243 : -
Non-controlling interest in Petrolifera loss - 3,612
Prepaid expenses (1,134) 94
Refinery inventories 1,361 -
Accounts payable 22,291 (82)
Total (7,041) 3,103

Summary of working capitul changes:

Operations (24,335) 3,075
Investing 17,294 28
{7,041} 3,103
{c) Supplementary cash flow information
For the three months ended September 30 2006 2005
Interest paid 931 17
Income taxes paid - -
Stock-based compensation capitalized 840 -

For the nine months ended September 30

Interest paid 2,322 50
Income taxes paid - -
Stock-based compensation capitalized 2,782 -
12. RESTATEMENT

As a result of a recent adjustment proposed by Canada Revenue Agency o resource tax pools
respeeting assets acquired in 2002, the December 31, 2002 balance of property and cquipment was
increased by $850,000 and the future income tax assel balance was reduced by $850,000. Additional
depletion of $216,000 ($127,000 net of 1ax) for 2002 and 2003 was recorded as an adjustment Lo the
opening balance of retained carnings for 2005, There was no change to net earnings lor 2005,

Forward-Looking Statements: This press release containg certain forward-looking siatements within the nweaning
of applicable securitics law.  Forward-looking statements are frequently characterized by words such as "plan”,
“expect”, “project”, tintend”, “helieve”, “anticipate”:, “estimate” and other similar swords, or statements thed
certain events or conditions “mav” or “will” occur. Al information relating to reserves, resources and flittire
net-revenne constitute forward-looking statements and are based upon the independent evaluation of GLJ.
Forward-looking statements are based on the opintonts and estiniates of management at the date the statements




are made, and are subject to a variety of risks and uncertainties and other factors that conld cause actual events
or results to differ materially from those projected in the forward-looking statements. These factors include the
inlicrent risks involved in the exploration and development of oil sands properties, the uncertaintics involved in
interpreting drilling results ond other geological data, fluctuating oil prices, the possibility of project cost
overruns or wuntticipated costs and expenses, uncertainties relating to the availubility and costs of financing
needed in the future and other factors including unforeseen delavs. As an oil sands enterprise in the development
stage, Comnacher faces risks, including those associated with cxploration, development, approvals and the ability
to access sufficient capital from external sources. Auticipated cxploration and development plans relating o
Connacher's properties in 2007 are subjeet to change. For a detwiled description of the risks and wncertainties
Sacing Cannacher and its business and affairs, and for definitions of proved, probable and possible reserves and
contingent and prospective resources, readers should refer to Connacher's Annual Information Form for the year
ended December 31, 2005, Connacher wndertakes no obligation to update forward-looking statements if
circumstances oy management's estimates or opinions should cliange, unless required by law.  The reader is
cantioned not to place widue relionce on forward-looking statements. Reports are based on assumptions whicli
means that future net revenues listed in this release do not represent fair market value.

For further information, contact:

Richard A Gusclla

President and Chief Executive Officer

Connacher Oil and Gas Limited

Phone: (403)538-6201  Fax: (403) 538-6225
inquiries‘@connacheroil.com Website: www.connacheroil.com

Suite 2600, Watermark Tower
530 — 8" Avenue S.W.
Calgary, Alberta T2P 358

Telephone: (403) 538-6201 Facsimile: (403) 538-6225
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